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 Calendar Year 2015 Implementation Highlights
e Internal Investment Process

e Portfolio Structure and Positioning

» Developed Markets Outlook 2016

» Emerging Markets Outlook 2016

 Best Ideas Portfolios

 Trading Update

» Goals and Objectives for Fiscal Year 2016
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Global Public Equity Program ERS

Investment Objective and Strategy %

* Investment Objective — Outperform the Global Public Equity Benchmark over

rolling 5-year periods, while maintaining compliance with the Active Risk
Budget.

* Investment Strategy — Combine lower risk internal strategies with higher risk
external strategies to produce a stable excess return with a target tracking error
of 150 bps and an excess return ratio of 0.25 or better.
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Global Public Equity Program
Global Public Equity Team
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LEADERSHIP: John Streun, Chris Tocci, Andrew Hodson, Tim Reynolds, Neil Henze

Domestic Portfolio Managers

S&P 500 Large Cap Active Mid Cap Small Cap
Large Cap Growth
Bob Wood Darrell Jackson (26) Kellev Hewell MBA.CFA Andrew Hodson Brent Clukey
MBA, CFA Kelley Hewell, CFA y (23) ’ MBA, CFA MBA, CFA
(25) (PX)) (14) (20)
International Portfolio Managers:
Europe Asia Emerging Markets Canada
. _p_ . Tim Reynolds Stuart Williams
Chris 1;(2):)(“, CFA Keith L)(/;):)s, MBA MS, CFA, CAIA MBA, CFA
(23) (25)
Quantitative Trading External Advisors
Stuart Williams, MBA, CFA (25) Neil Henze, CMT (21) Shar Kassam, CPA, Esq. (4)
Kelley Hewell, MBA, CFA (23) Michael Clements, CMT (18) Lauren Honza, MBA, CFA (22)
Rob Newhall (7) 7 Mike McCrary, MBA (17)
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Global Public Equity Program

Public Equity Team Structure

Industrials & Materials Team
John Streun, MS, CFA, CPA (23)
Keith Lyons, MBA (12)

Paul Knight, CFA (14)
Teofilo Bacungan, MBA, CFA (15)
Nancy McCarthy, MBA , CFA (8)

Consumer Team
Bob Wood, MBA,CFA (25)
Andrew Hodson, MBA, CFA (14)
Mark Long, MBA, CFA (19)
June Kim (9)
Naun Galvan (13)

Health Care Team
Stuart Williams, MBA, CFA (25)
Micheal Yuan, CFA (18)

Agenda item 7a - Meeting book dated February 23, 2016

Technology & Telecom Team
Brent Clukey, MBA, CFA (20)
Chris Tocci, CFA (24)

John Taylor, MBA, CFA (10)
Darrell Jackson (26)

Flavia de la Fuente, MBA (2)

Financial Services
Kelley Hewell, MBA, CFA (23)
Tim Reynolds, MS, CFA, CAIA (23)
Scott Hodgson, CFA (12)

Energy
Ben Schuman, CFA (10)
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Internal Investment Process
Actively Managed Portfolios
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Global Public Equity
$12 billion

Internal Public Equity External Public Equity

70% Internally Managed 30% Externally Managed

. 5% Directional
6 Actively Managed portfolios ~ $6 billion: 25% External Advisors Growth Portfolio
Domestic Large, Mid and Small Cap, Asia,

Europe and Emerging Markets
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Internal Investment Process
Searching for Alpha
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» Bottom-up stock picking
e Analyst sourced ideas

- Sell side research, industry conferences, SEC filings
» Position size
e Sector positioning
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Internal Investment Process
Mowe to Active Share
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* Active Share:
- How different your portfolio is from your benchmark
- Fewer holdings with larger average position size
- Currently range from 45%-75%
- Higher levels of excess return
- Marginal increase in portfolio tracking errors
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Internal Investment Process ERS

Focus on Communications 7

e Increased focus on regularly scheduled meetings:
- Weekly: Global Public Equities meeting

- Monthly: Portfolio Managers meet to discuss stock moves in excess of
20% in the trailing 3 months

- Quarterly: Formal Analyst/PM meeting to discuss performance
attribution and current positioning
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Portfolio Structure and Positioning

2015 Rebalancing Transfers
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Re

Rebalancing Transfers

Cash & Expenses
Private Markets

Hedge Funds

al Estate - Public

Fixed Income

Global Public Equity
|

-$1,500 -$1,000 -$500

S0 $500

In Millions
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Portfolio Structure and Positioning

Domestic Equity

ERS

Domestic Equity - Dollar
Allocation (12/31/15)

SPECIAL
SITUATIONS

8.3% BARROW

HANLEY
10.5%

CORE S&P
17.7%

LARGE CAP LARGE CAP

GROWTH ACTIVE CORE
QUANT 39.5%
4.7%
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Domestic Equity - Contribution
to Tracking Error, Percent
(12/31/15)

LEGATO

1.5%
LEADING EDGE
1.4% BARROW
HANLEY

17.9%

CORE S&P
1.6%

MID CAP
11.7%

SMALL CAP
8.2%

LARGE CAP
ACTIVE CORE
33.2%

QUANT
3.6%



Portfolio Structure and Positioning ERS
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International Equity

International Equity - Dollar
Allocation 12/31/15

MARSHALL

WACE
5.6%

EMERGING
MARKETS
CORE
11.5%

7.9%
DEVELOPED
FISHER EUROPE
10.0% 24.8%

TEMPLETON
13.4%

Blackrock
Intl
6.8%
6.2%
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CANADA RM

International Equity - Contribution
to Tracking Error, Percent 12/31/15

MARSHALL
EMERGING WACE DEVELOPED
MARKETS 6.4% ASIA
CORE 8.5%

11.2%

DEVELOPED
EUROPE
21.4%

FISHER

0.9%
12.5% 15.5% °

TEMPLETON

Blackrock Intl
12.9%
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Portfolio Structure and Positioning ERS
Sector Exposures
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- Health Care overweight decreased slightly
- Telecom moved from underweight to slight overweight
- Energy moved to market weight while the Info Tech overweight decreased

Portfolio Position vs. ACW IMI by Sector

m 12/31/2015 One Year Ago
3.00

2.00

oo I
— | — : : : — — —

l T T T - T T T 1
-1.00 —

Percent

-2.00
S ® S ) )
S S & & & & & N 06‘ <
& & & O N A & R N N
& < & & N © & S <@ N
& < 0 N & ~
S & N
) N

Agenda item 7a - Meeting book dated February 23, 2016




Portfolio Structure and Positioning ERS
Regional Exposures "

- Consensus underweight of Japan and underweight Asia remained in place

- Europe moved from small underweight to overweight while the UK overweight increased
significantly

- Emerging Markets moved from small overweight to underweight while the US overweight
declined significantly

Portfolio Position vs. ACW IMI by Region
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Portfolio Structure and Positioning
Factor Exposures (Portfolio Characteristics)
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- Factor tilts remain small at the asset class level

- No significant changes in factor tilts between years
Active Factor Tilts

Size

W 2015 @ 2014
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Developed Markets Outlook 2016 ERS
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e Global Economic Outlook — Slow growth to persist
e US Outlook — Low return environment to continue
 Europe — The preferred developed market

e Japan - Improved corporate governance and easier monetary policy
* Risks to Consider — Fed Policy, geopolitics, credit
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Developed Markets Outlook 2016
Global Growth to Remain Slow
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Percentage of Emerging Markets with growth decelerating
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Developed Markets Outlook 2016 ERS

Low return environment to continue in US

Key industries in the US have fully recovered

US Auto Sales Total Annualized
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Developed Markets Outlook 2016 | ERS

Low return environment to continue in US

Strong U.S. dollar and crimping exports and manufacturing
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Developed Markets Outlook 2016
Europe - Preferred Developed Market
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Opportunity for Europe to narrowing the operating income margin gap relative to the US
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Developed Markets Outlook 2016
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Euwrope - Preferred Developed Market

Credit conditions are improving

European Private Sector Loan Growth
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Developed Markets Outlook 2016
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Improved Shareholder Focus in Japan

Improvement in corporate profitability

Return on Equity (ROE) at Japanese Companies
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Developed Markets Outlook 2016 ERS
Risks to Consider
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The Federal Reserve could raise interest rates beyond market expectations

Fed Funds Rate Trajectory

----- FOMC Median Projections: Dec 2015
Market Expectations: Dec 16, 2015
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Developed Markets Outlook 2016
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Risks to Consider

The US election cycle could result in enhanced market volatility

S&P 500 Average Performance
Annual Data Beginning 1928
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Emerging Markets Outlook 2016
Emerging Markets Investing 101
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Emerging Markets Outlook 2016 ERS
Emerging Markets vs. the Rest of the World %

B Emerging Markets B Rest ofthe World
World Land Mass World Population World GDP World Market Capitalization

74% 81% 37% 31%

Sources: Economist Inteligence Unit; Consensus Economics, as of September 30, 2015. N L.
FRANKLIN TEMPLETON
INVESTMENTS
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Emerging Markets Outlook 2016 ERS
Key Areas to Watch %

* Currency

* Earnings Revisions
* Fed Rate Hike

* QOil and Commodities
* China

* Fund Flows

* Valuation
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Emerging Markets Outlook 2016 ERS

Currency

Emerging Markets currencies are steadily declining versus the US dollar

Normalized As Of 12/31/2010
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Emerging Markets Outlook 2016 ERS

Earnings Revisions

Persistently negative, unlikely to change the current economic backdrop

Earnings Upgrades/Downgrades
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Emerging Markets Outlook 2016 ERS
Emerging Markets & The Federal Reserve
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Historic rise after the first Fed Rate Hike

MSCI Global Emerging Markets and Fed Rate Hike Cycles
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Emerging Markets Outlook 2016

Commodities
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Emerging Markets are pressured in the down cycle of oil

Oil and MSCI Global Emerging Markets
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Emerging Markets Outlook 2016 ERS
China — More than One Economy 2

» Services are humming away while Industry slumps
+ Nominal changes in value-added by sector
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Emerging Markets Outlook 2016
China — Regional Differences
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« China’s northern and western provinces are the worst off
* Provincial nominal GDP growth in the first half of 2015
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Emerging Markets Outlook 2016 ERS
Emerging Markets Fund Flows W

Annual Global Emerging Markets Fund Flows (in dollars)
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Emerging Markets Outlook 2016 ERS

Valuation

Emerging Markets are discounted on Price-to-Earning and Price-to-Book Value compared to the Developed Markets

Emerging Markets vs. Developed Markets P/E and P/BV Valuation Discounts
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Emerging Markets Outlook 2016 ERS
5

Summary

e Currency — Major drag on returns, Emerging Markets foreign exchange at
record short levels

 Earning Revisions - Persistently negative, need to turn positive to garner
interest

 Federal Reserve Rate Hike — Not as damaging as one might think
e China - Not carrying commaodities and global GDP

e Fund flows — Can they get any worse?

» Valuations - Interesting
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Best Ideas Program ERS
Portfolios -

- Two Portfolios
- Spinoff portfolio: $300 million, inception May 1, 2014
- Capitol Hill portfolio: $200 million, inception September 1, 2014
- Focused Value allocation was defunded
- Two formal pitches in the past year
- Short Volatility Strategy
- Emerging Markets with State-Owned Enterprises removed

- ldeas informally discussed: Sector rotation, ROE improvement, share buyback,
water, high value brands
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Best Ideas Program
Spinoff Fund

ERS
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- Performance Calendar 2015
- Beat S&P Midcap by 101 bps
- Active share 98 versus S&P Midcap
- 7 acquisitions since inception
- Furiex, Carefusion, Hospira, Exelis, Kraft, Alent, Baxalta
- Portfolio skewed towards newer “vintage” spinoffs
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Best Ideas Program ERS
Capitol Hill Fund W

- Performance Calendar 2015
- Beat S&P 500 by 154 bps

- Active share 83 versus S&P 500

- QOutperformed in 7 out of 10 GICS sectors, indicating the lobbying effect
is diffuse and not concentrated in a few sectors
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Best Ideas Program ERS

Summary

- Successful implementation of the program and two portfolios
- High levels of active share
- Minimal strain on existing resources

- Both portfolios are positive contributors to Global Public Equity versus
Global Public Equity Benchmark
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Trading Update

ERS Total Commissions Paid to Brokers/Dealers

ERS

Another very active year of trades

$12,000,000

$10,000,000

$9,788,135

$9,690,880

$8,000,000
$6,000,000
$4,000,000
$2,000,000
$-
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Trading Update ERS

Commission Rate Per Share Comparison (Domestic)

Commissions continue to be lower than peers and external management

$0.035
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Trading Update ERS

Commission Rate Comparison in Basis Points (International)

ERS continues to be competitive with peers
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Trading Update
Commissions by Portfolio Paid to Brokers/Dealers
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e Commissions for 2015 totaled $9.6 million
» Total for Internal Portfolios was $6.9 million (72% of the total Fund)
» Total for External Portfolios was $2.7 million (28% of the total Fund)

%

NPBEGYO0ONGY00

& l l l l l l ] ] ]
%,

$_
- R A C @A N & o v R«
Y@ E¥ S VL R FE A T SR S & B S
§@§ﬁ@§§@&$§§§§®$§$$$$@$§§
SEEL TSI EFFFE S O¢ FFFIFTR RN
&L ¢ &€ o S S SN A IR
& L TITE R VY KT & IS EEF LT
\S M \®Q " P Q;}\?% <<\<<,><< <

Agenda item 7a - Meeting book dated February 23, 2016



ERS
=

Is and Objectives for




Goals and Objectives for Fiscal Year 2017 EI{G{S

e Continue to build out options overlay program

* Improve sector allocation decision making process

e Start search for international small cap managers

» Foster new portfolios and new ideas for the Best Ideas Program

 Enhance the career path for the internal staff by developing
sector PM positions
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